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In Feb., the AICPA’s Auditing Standards Board
will issue Statement on Auditing Standards
No. 82, Consideration of Fraud in a Financial
Statement Audit (no. 060675CLB1). “The new
SAS provides strong requirements to support
the auditor’s responsibility to detect material
misstatements resulting from fraud by chang
ing auditor behavior and driving improved per
formance,” said Randy Noonan, chair
of the ASB. “Our objective as a pro
fession is to ensure that we deserve the
trust and confidence of the constituen
cies that use financial statements in
making decisions.”
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vides examples of fraud risk factors that, when
present, might indicate the presence of fraud.
3. Offers guidance on how the auditor
responds to the results of the assessment.
4. Provides guidance on the evaluation of
test results as they relate to the risk of material
misstatements due to fraud.
5. Requires the auditor to document risk
factors identified as present and any
related response.

SAS No. 82 will not change the auditor’s
detection responsibility but will strengthen
performance requirements. It clearly articu
lates the independent auditor’s responsibility;
that is, to plan and perform the audit to obtain
reasonable assurance about whether the finan
cial statements are free of material misstate
ment, whether caused by error or fraud. The
new standard will aid the auditor in fulfilling
that responsibility.
What Does the New SAS Require?

The new standard provides helpful guidance
to auditors in fulfilling their responsibility for
detecting material misstatements resulting
from fraud. Specifically, the standard:
1. Describes two types of fraud—fraudu
lent financial reporting and misappropriation
of assets—that are relevant to the auditor’s
consideration of fraud in a financial statement
audit.
2. Requires the auditor to specifically
assess the risk of material misstatement due to
fraud on every audit and provides categories
of fraud risk factors that the auditor should
consider in making that assessment. It pro

Examples of Fraud Risk Factors

These can include a known history of
securities law violations and domina
tion of management by a single person or a
small group without compensating controls.
Risk factors relating to misappropriation of
assets include lack of job applicant screening
procedures for employees with access to
assets susceptible to misappropriation and
poor physical safeguards over cash, invest
ments, inventory or fixed assets.

The Effect on Entities Under Audit

The auditor will be required to ask manage
ment about the risk of fraud and whether they
have knowledge of fraud that has been perpe
trated on or within the entity. If the entity has
a program that includes steps to prevent, deter
or detect fraud, the auditor will ask the people
overseeing it whether the program has identi
fied any fraud risk factors. The auditor also
will be expected to communicate to manage
ment any risk factors that the auditor identi
fies. These steps are expected to encourage
management to improve fraud prevention and
detection techniques.
How Will It Affect Audit Fees?

The effect on audit fees will vary. Some orga
nizations have very strong internal control,
continued on page C2
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management that is concerned about fraud
and its effects on the entity and controls
that are designed to prevent and detect
fraud. For these organizations, the impact
on audit fees should not be significant.
When management has not effectively
addressed fraud risk factors, the costs will
be greater. The profession believes that the
public interest benefit will outweigh the
additional cost. Also, organizations con
cerned about such costs can take measures
to reduce them by implementing better con
trols. For more information, refer to the
report of the Committee of Sponsoring
Organizations of the
Treadway
Commission, Internal Control—Integrated
Framework (no. 990009).
Effective Date

SAS No. 82, which supersedes SAS No. 53,
The Auditor’s Responsibility for the
Detection of Errors and Irregularities, is
effective for audits of financial statements
for periods ending on or after Dec. 15, 1997.

AICPA

Implementation Guidance

The AICPA is undertaking a major initiative to assist auditors in understanding and
implementing SAS No. 82. Implementation efforts include:
1. Group and self-study CPE courses that will be available in the spring. A guide
to walk the practitioner through issues likely to be encountered in applying the new
SAS to audits, with valuable tools, such as sample documentation. It will also provide
specific guidance on applying the concepts of the SAS to several industries.
2. Two high-level AICPA task forces that will crisscross the country this spring to
help CPAs better understand the new SAS. Led by AICPA Vice-president Dan M. Guy,
the teams will hold conferences to discuss SAS No. 82 in Boston, Chicago, Cleveland,
Dallas, Colorado Springs, Los Angeles, New Orleans, New York, St. Louis and
Washington, D.C. For more information call the AICPA Order Department at
800/862-4272.
3. Communication about the SAS to the public and the business community.
Articles on the new SAS have already appeared in the New York Times, Wall Street
Journal, Atlanta Constitution, and other publications.
4. Helpful guidance about the new SAS, including a speech outline and a compar
ison of SAS No. 82 with SAS No. 53, will be available on both the AICPA’s Web page
and the Accountants Forum on CompuServe in Feb. A press release is already on the
Web site.
5. A plan to revisit the new standard after two busy seasons to assess how well it is
accomplishing its objectives and to identify any further steps that need to be taken.

Practice Alert Regarding Financial Statements on
the Internet Published
Corporate America is making its annual audited financial state
ments, the related auditor’s reports and other information available
on the Internet. Web sites often include more financial and nonfi
nancial data than is given in the printed report, such as audio and
video clips, current news releases and stock quotes, quarterly earn
ings and hyperlinks to other Web sites. These presentations may cre
ate associations with other information that were not intended.
Questions abound regarding the opportunities and issues sur
rounding this distribution medium for the user, preparer and attest
community. To address some of these issues, an AICPA Practice
Alert, Financial Statements on the Internet, describes the new
method of distributing audited financial statements and the
related auditor’s report and speaks to several concerns for the
auditor community. The practice alert is included with this mail
ing of The CPA Letter small firm supplement and is available
through other media.

Credit Union Audit Rule
In Nov., the AICPA updated members in these pages about the
National Credit Union Administration’s final audit rule that became
effective Dec. 31. Representatives of the Auditing Standards Board
have concluded that only an audit of a credit union’s financial state
ments can satisfy the NCUA-required objectives in their entirety.
Despite continuing AICPA efforts, the NCUA has refused to
consider an alternative agreed-upon-procedures engagement unless
the NCUA is not asked to take any responsibility for the sufficiency
of procedures ultimately required or to hold non-licensed accoun
tants to the same standard. In the absence of an opportunity to meet
with the NCUA Board of Directors, the AICPA wrote reiterating its
concerns and urging change to the rule. Meanwhile, practitioners
are urged to consult the industry audit risk alert and related profes
sional standards before being engaged to fully satisfy the final rule
other than through the audit of a credit union’s financial statements.
Copies of the AICPA letter to its members and to the NCUA are
available on the faxback system and the AICPA home page.
Fax Hotline: 201/938-3787; document no. 323

Fax Hotline: 201/938-3787; document no. 1566
Direct URL:

Direct URL: http://www.aicpa.org/pubs/cpaltr/index.htm;

http://www.aicpa.org/members/div/washingt/ncua.htm

“January”; “Practice Alert”

Published for AICPA members in small firms. Opinions expressed in this supplement do not necessarily reflect policy of the AICPA.
Anita Dennis, supplement editor
Ellen Goldstein, CPA Letter editor
201/763-2608; fax 201/763-7036; e-mail: adennis20@aol.com
212/596-6112; egoldstein@aicpa.org
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AICPA

TIPS Expands to Offer Tax Help for
Small Practitioners
This member segment supplement will regularly highlight AICPA
divisions that offer special services for CPAs in small firms. This
month, we focus on the Tax Information Phone Service (TIPS), a
fee-based tax consultation service which will be available in time
for tax season to all AICPA members. TIPS, which opened as a pilot
program last Jan., has only been available to members of the
AICPA’s Tax and Private Companies Practice Sections. TIPS offers
tax research by experienced tax professionals using a wealth of
computerized research as well as the AICPA library’s print and
online services. According to CPAs who have used the service,
TIPS serves as the consulting tax partner that many small
tax
firms just don’t have on staff. The TIPS staff has the breadth info
and depth of experience to be able to provide original
research and second opinions.
The cost of the service is $2.00 per minute outside of
tax season ($3.00 per minute during tax season). TIPS is
open Monday to Friday, 9:00 a.m. to 5:00 p.m., Eastern time (with
extended hours during tax season). As part of the rollout to the gen
eral membership, you will soon be able to submit questions via a
toll-free phone number, fax number or through the AICPA Internet
Web site (www.aicpa.org). The call can be charged to either your
VISA or MasterCard. For questions regarding the service:
201/938-3880

Below are some typical questions received by the TIPS
hotline—plus abbreviated answers to those queries.

The taxpayer does not want to pay tax on the sale of a piece of
highly appreciated real estate. How can he defer the tax?
A. Internal Revenue Code Section 1031(a)(1), dealing with
like-kind exchanges, allows a taxpayer to dispose of his property
used in a trade or business or held for investment by exchanging it
solely for like-kind property without gain recognition. The purchas
ing party need not own similar property at the time of the exchange.
IRC Sec. 1031(a)(3) permits a seller, subject to certain restric
tions—including the use of a qualified intermediary—to find
replacement property within a designated time frame and have it
qualify as a tax-free like-kind exchange.
Q.

A spouse inherits an interest in a real estate partnership
whose only asset is an office building. The fair market
value of the partnership interest reported on the estate tax
return is $50,000. The decedent’s basis for this interest at
his demise was $15,000. Can the decedent’s spouse benefit
from this increase in the building’s value?
A. If the partnership makes an election under IRC Sec. 754, the
spouse’s basis of the partnership’s assets will be adjusted upwards
or downwards to reflect the fair market value at the date of the
decedent’s demise. This will allow, for example, increased depre
ciation deductions, which will inure to the benefit of the surviv
ing spouse as a pass-through item reportable by her alone. Once
made, an IRC Sec. 754 election remains effective for all future
transactions unless terminated with the consent of the Internal
Revenue Service.
Q.

CPA Letter Supplements Update
In Nov., the AICPA launched supplements to The CPA Letter cus
tomized for the different member segments. We have received a lot of
positive feedback about this initiative, and we want to thank members
for letting us know their opinions and reactions. Continue to share
your ideas with us so that we can make this supplement for members
in small firms a truly useful and responsive business tool.
We also want to encourage members to suggest article topics or
volunteer to write bylined articles for the supplements. Articles
might cover solutions to common practice problems, practice devel
opment success stories, practice trends or any other issues important
to members in small firms. Forward your ideas to Anita Dennis, the
editor of this supplement (see the contact information on page C2).
Supplements are sent according to your demographic profile in
the AICPA membership records data base. If that information is incor
rect (for example, your firm has 14 AICPA members now instead of 4,
which means you now work in a “medium” firm instead of a “small”
one), contact the AICPA, Harborside Financial Center, 201 Plaza
Three, Jersey City, New Jersey 07311-3881; Attention: Membership
Records. This team also can be contacted by fax, e-mail or phone.

201/938-3108

201/938-3100

pwomble@aicpa.org

In addition, anyone can obtain a different supplement through
the fax AICPA hotline or the AICPA Web site (see below).

How to Obtain Other Supplements
There are seven other supplements customized for members in
different segments of the profession. All of the supplements are
available on the Institute’s Web site (www.aicpa.org; “Online
Publications”). To obtain other Jan. supplements—or any of
the first set of supplements published in Nov.—via fax, dial
201/938-3787 from a fax machine and key in these numbers at
the prompt (documents remain on faxback for two months
after publication):
Nov. issue

Jan. issue

Large Firms: 1550

Large Firms: 1558

Medium Firms: 1551

Medium Firms: 1559

Small Firms: 1552

Small Firms: 1560

Business & Industry: 1553

Business & Industry: 1561

Finance & Accounting: 1554

Finance & Accounting: 1562

Internal Audit: 1555

Internal Audit: 1563

Government: 1556

Government: 1564

Education: 1557

Education: 1565
Practice Alert: 1566
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The ABV: A Practice
Niche Opportunity for
Practitioners in Small
Firms
In Oct., the AICPA governing Council
approved the Institute’s new accreditation
in business valuation (ABV) program.
Some of the advantages to members in pub
lic practice include a chance to strengthen
their credentials in the burgeoning appraisal
field, the possibility of developing a new
practice niche, greater career mobility
because of broader expertise, and a busi
ness valuation designation created exclu
sively for CPAs.
A survey of CPA consultants con
ducted by the AICPA Management
Consulting Services Section identified busi
ness valuation as a growth niche. The disci
pline builds on CPAs’ core competencies.
Business valuation services are also offered
by non-CPAs, who are not required to com
ply with the same standards as CPAs and
may not have practitioners’ core competen
cies. Using these standards and competen
cies as a foundation, the Institute aims to
provide the necessary resources and techni
cal guidance to allow CPAs to position
themselves as leading providers of business
valuation services.
Candidates preparing to take the pro
gram’s written examination, which should
be available in Fall 1997, must be AICPA
members in good standing, hold an unre
voked CPA certificate or license issued by a
recognized state authority and provide evi
dence of 10 business valuation engage
ments that demonstrate substantial experi
ence and competence. To maintain the
accreditation each credential holder must
document substantial involvement in five
business valuation engagements every three
years and complete 60 hours of related CPE
during the same three-year period.
Some Frequently Asked Questions
About the ABV Accreditation Program

Must credential holders submit a work
product, which is a requirement of the
American Society of Appraisers and the
Institute of Business Appraisers?
A. No.
Q.

AICPA

Will members who meet the qualifica
tions to sit for the ABV examination and
who possess credentials from other
appraisal organizations be “grandfathered”
into the program?
A. No grandfathering provision is envi
sioned. Candidates must meet the specific
requirements of the AICPA
accreditation program estab
lished by Council.
Q.

The CEA module exams are not envisioned
to be the ABV accreditation exam.
The Business Valuation CEA does
offer good preparation for the ABV exam,
however. In addition, there are also the BV
201—BV 204 courses from the ASA. There
is a reciprocal arrangement between the
AICPA and the ASA in
which full credit for the CEA
program is given to those
who complete the ASA’s BV
201 and BV 202 courses. For
more information on the
course, contact the AICPA
Order Department to request the complete
CEA program brochure (available Mar.1).
Any member interested in being added
to a mailing list should contact the Institute
using the faxback system.

innovations'

What is meant by “substan
tial involvement” in a business
valuation engagement?
A. The criteria will be established by the
ABV Credential Committee. Experience
can be achieved, for example, through field
work, report review or expert testimony.
Q.

Who will determine whether the evi
dence of substantial involvement meets the
experience requirement?
A. The ABV Credential Committee will
establish the rules and procedures for
acquiring the credential in compliance with
the requirements set by Council.
Q.

There are currently no AICPA standards
for business valuation. Will any be created?
A. Although no AICPA standards exist
specifically for business valuation, there are
relevant standards applicable to consulting
services, accounting and review services
and prospective financial information. In
addition, the Code of Conduct requires the
CPA to be competent to provide any ser
vice. Nevertheless, additional standards
specific to business valuation will be
needed. They will be developed through the
implementation of the program.

Fax Hotline: 201/938-3787;

document no. 491
Order Department 800/862-4272

Q.

There is an eight-module, 64-hour cur
riculum contained in the Business Valuation
Certificate of Educational Achievement
(CEA) program that covers all the key
aspects of business valuations, from basis
theory and practice, data research and
report writing. (An advanced CEA program
will be available in mid-1997.) If I took the
CEA program’s eight modules with an
examination after each one, why do I need
to take another exam when the CEA pro
gram should provide for an accreditation?
A. The CEA program is a continuing pro
fessional education course and does not
confer anything in the way of a credential.

Q.

Clarification
In the Nov. issue of the small firm sup
plement, the Spotlight on the AICPA
Division of Professional Ethics con
tained a question that was worded in a
way that may have been misleading to
readers. Below is the correct wording
of the question, plus the answer.
May a member audit the financial
statements of an entity that he or she
compiles?
A. The Code of Professional Conduct
does not prohibit a member from
auditing the financial statements that
he or she compiled, provided the mem
ber maintains his or her independence
in accordance with Rule 101 and its
interpretations and complies with the
appropriate standards of practice for
the performance of the accounting and
auditing services (that is, statements on
standards for accounting and review
services and statements on auditing
standards, respectively).
Q.

